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PREFACE 


During November 1953 the Secretary of the Navy issued an instruction 
concerning the establishment of comptroller organizations in Bureaus, Head- 
quarters, Offices and Field Activities of the Navy and Marine Corps.* This 
instruction set forth functional organization charts and an elaboration of 

the duties to be performed by comptroller organizations. 

In commenting on the role of comptrollership, the Secretary pointed 

out that most of the Comptroller functions were already being performed in 
varying degrees. However, under the concept of controllership, three new 
functional elements were being introduced; 

(1). Emphasizing the constructive aspects of the reporting, analaysis 
and interpretative functions as distinct from the purely, recording 
function. 

(2). Improving budget formulation and execution through the ccllection 
and utilization of accounting and program data at all organizational levels. 
(3). Coordinating and integrating the several comptroller functions 

to provide concisely to the Commanding Officer the basic data essential 

for efficient, economical and effective management. 

The object of this paper is to examine the purpose and content of these 
new functions and to establish their role in the management process; to deter- 
mine the requisites necessary for a sound system of reporting and analysis and 


to compare the analytical and interpretative functions as they are employed by 


industry and the Navy in the budyetary process. 
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loffice of the Secretary of the Navy, "Establishment of Comptroller 


Organizations in Bureaus, Offices, Headquarters and Field Activities of the 
Navy and Marine Corps," SecNav Instruction 5400.4, 16 November, 1953, p. 1. 


Z 
Ibid. 
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iv 
For valuable help in gathering material on Navy systems and procedures, 
the writer is grateful to Commander WW. B. Durant Jr. (SC) USN and Mr. x. C. 


Moot, both of the Office of the Comptroller, Bureau of Supplies and Accounts. 
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CHAPTER I 


OBJECTIVES OF PROGRESS REPORTING AND ANALYSIS 


Progress Reporting Defined.--Progress Reporting is defined as a means 
of measuring accomplishment against a chronological plan and focusing atten- 
tion upon significant deviations. It is considered the keystone of management 
control, i.e., the means of making certain that what was done is in accordance 
with that intended. In the words of Henri Fayol it “consists in verifying 
whether everything occurs in conformity with the plans adopted, the instruc- 
tions issued and the principles established. It has for object to point out 
weaknesses and errors in order to rectify them and prevent recurrence."! 

Management Objectives.--Progress reporting in business and in Navy 
pre-supposes the existence of organizational objectives and plans as the basis 
for effective management control. An organization, to achieve any degree of 
success, must establish the objectives or yoals it desires to attain. It 
must look into the future and forecast the conditions and events that will in- 
fluence or effect realization of these objectives. It must develop definite 
plans of action for each organizational element and for the organization as 
a whole expressed in terns of the objectives and conditions forecast. It must 
control its operations in accordance with the plans scheduled and to this end, 
it must appraise performance as the plan operated and initiate corrective action 


required. 





lienri Fayol, General and Industrial Management (New York: Putnam 
Publishing Corporation, 1949), p. 107. 
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Reporting Principles.--To control operations in line with plans, 
progress reporting pre-supposes a set of reporting systems developed on sound 
underlying principles. 

The first of these principles provides that progress reporting must 
reflect variations in performance from plan and point up the organizational 
element responsible. Urwick terms this the “Principle of Uniformity,” i.e., 
"all figures and reports used for purposes of control must be in terms of the 
organization structure. No person*s effort should be expressed in any figures 
which he is not in a position to influence. "* 

Progress reporting also pre-supposes the existence of standards. This 
is termed by Urwick as "The Principle of Comparison,” i.e., "all figures and 
reports used for the purposes of control should be in terms of standards of 
performance required and where necessary of past performance."” Reports 
which are set against a background of pre-planned performance indicate to 
Management at once, when its objectives and plans are not being realized. 

Progress reportiny, to be effective, must also be based upon "the 
Exception Principle." Frederick W. Taylor describes this principle in the 
following words: 

It is net an uncommon sight though a sad one, to see the manager of a 
large business fairly swamped at his desk with an ocean of letters and 
reports, on each of which he thinks he should put his initial or stamp. 

He feels that by having this mass of detail pass over his desk he is 
keeping in close touch with the entire business. The exception principle 

is the reverse of this. Under it the manager should receive only condensed, 
summarized and invariably comparative reports, covering, however, all of 
the elements entering into the management, and even these summaries should 


all be gone over by an assistant before they reach the manager, and have 
all of the exceptions to the past overayes or to the standards pointed out, 


SaaS SS ES ED EE Se 


“Urwick, The Elements of Administration (New York and London: Harper 
and Brothers Publishers, 1943), p. 107. 
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3 
both the especially good and the especially bad exceptions, thus giving 


him in a few minutes a full view of progress which is being made, or the 
PeMenee and leaviny him free to consider the broader lines of policy. . 


et 
e@°8 


The fourth and final principle is “the Principle of Utility,” i.e., 
"Figures and reports used for purposes of control vary in value directly with 
the appropriateness of the period covered to the end in view and to the time 
separating the end of the period covered from their use." Thus, for manage- 
ment to control, care must be exercised in determining whether reporting 

should be on a daily, weekly, monthly, or other basis and that submission dates 
are timely. Reports that are too long delayed or are made too infrequently 
lose validity and effectiveness. 

Span of Progress Reporting.--Progress reporting, to be complete, must 
also relate physical accomplishment to the utilization of resources. It must 
relate total dollar costs and unit costs. It must relate costs in terms of 
manpower and material utilization and any other element entering into cost 
composition. It must also relate the effectiveness of facilities and equip- 
ment utilization. Finally, progress reporting must relate total program 
accomplishment and effectiveness to total program costs. 

Progress reporting must, in addition, provide a factual basis for 
forecasting and developing plans for the period ahead. Urwick terms this "the 
most arresting single fact about modern ideas of administration--that control 
is a continuing activity. The various aspects which Fayol has analyzed, if 
arranged in order of time, make the seyments of a complete circle. Forecastinj 


leads to Planning. The next operation is Organizing, which issues in Co-ordi- 


iss = 











4reder ick W. Taylor, Shop Management (New York and London: Harper 
and Brothers Publishers, 1911), p. 126. 


“urwick, op. cit., p. 108. 
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4 
nation. Then comes Command and, finally, Control, next to Forecasting again, 
and appropriately next to it, since much of the material thrown up by a 
modern system of Control is as valuable for looking forward as for reviewing 
the past.”° 

Design for Progress Reporting.--Proyress reports must be designed for 
the individual responsible for the accomplishment of the job. Manavement plans 
are made effective through the delegation of authority and assignment of 
responsibility to the individuals directing the various eclenents of the organi- 
zation. Manayement control is based on the knowledge of how well these re- 
sponsibilities are being carried out--"the principle of uniformity." fence, 
progress reporting must serve the individual manager and cover the specific 
segment of oryanization for which he is responsible. In so doing, proyress 
reports must follow the structure of the organization, providing overall 
results in broad terms to the top level of management and becoming increasedly 
detailed as they move down the organization scale. 

Organization for Reporting and Control.--Progress reporting is best 
done by a staff organization which can pull together objectively the necessary 
elements of plan, workload, manpower and cost. Lamperti and Thurston point 
out that "no company, small or otherwise, can exist without some form of 
planning, forecasting, accounting, statistics, reports, management research 
(special investigations), appraisal audits, internal control, organization 


and basic company policies.” 


To perform these functions, Lamperti and 
Thurston recommend the establishment of a staff “control unit," which they 


describe in the following words: 
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Surwick, op. cit., p. 102. 





tp, A. Lamperti and J. B. Thurston, Internal Auditing for Managenent 
(New York: Prentice-Hall Inc., 1953), p. 93. 
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The Control Unit is new as a separate important top management tool. 
It is the latest step in the evolution of managerial controls. It is 
simply the gathering of all these activities into one coordinated unit 
under the supervision of a top executive. This places new emphasis on 
these functions, acknowledges their importance, and usually results in 
substantial economies in the costs of effecting proper control of the 
business. Duplication of effort, work at cross purposes, over-emphasis 
on the importance of one function at the expense of another are eliminated. 
Erroneous interpretations or lack of unity of purpose, which can happen 
unintentionally when two people examine the same situation independently, 
are eliminated. The whole flow and channeling of control data from source 
to directive action is ccordinated under uniform guidance and without 
extraneous motion. 


This coordinated staff service is termed by the Secretary of the Navy 
to be Comptrollership. In defining this function, the Secretary specified 
that: 

The Comptroller must provide technical guidance and direction to the 
conduct of specific fact-collective systems in the areas of budget formu- 
lation and execution, program analysis, accounting and progress reports 
and statistics. The fully coordinated staff service provided by the 
comptroller should relieve the commanding officer of much of the burden 

f detailed fact collection, coordination and analysis. When properly 
performed, comptrollership will enable the Commanding Cfficer to spend 


more of his time in the areas of policy formulation, decision, and pro- 
gram direction. 


Responsibilities of Progress Reporting and Comptrollership.--Progress 
reporting for management control must relate essential facts to each step of 
the executive process. It must state the objectives of the organization in 
quantitative and qualitative terms and report the degree of attainment. It 
must State the planning factors and report operating experience to validate 
Or cause modifications of forecasts and plans. It must state operating plans 
and report progress against plan. Finally, it must note deviations from 
plans as a basis for management action. In all of these activities, progress 


reporting, together with analysis and interpretation, supplies management 
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*SecNavinst. 2400.4., op: cit., p. 3. 
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6 
the information needed for evaluation and decision. 

In discussing the reporting function as it pertains to a business 
enterprise, Andersen in his book Practical Controllership points out that: 

For maximum effectiveness, reporting for management must be expressed 
in terms of dollars and it is a function of comptrollership to convert 
into dollars and to record and summarize the plans and actual results of 
all departments of the business. Comptrollership summarizes plans by 
means of the budget, and the facts of actual performance by means of the 
financial and operating statements and Sap | saint ay reports, and these 
are the two principal tools of management control. 

In presenting the concept cf Comptrollership to the Naval Establish- 
ment, the Secretary of the Navy also recognized the importance of budgeting 
and progress reporting in the management precess. In setting forth the 
duties to be performed by a Navy Comptroller organization, the Secretary pro- 
vided that the Comptroller will: 

Measure and analyze perfcrmance, program status and trends against the 
approved programs and budget plans and schedules, and report the results 
of operations to responsible levels of Command. The system prescribed 
provides for the collection of data that will permit appraisal and de- 
tection of variances from the operating and budyet plan so that manage- 
ment can take the appropriate action. This function of comptrollership 
is considered an extremely important staff service to the Commanding 
Officer who has the responsibility for decision. 

Thus, the functions of progress reportiny and analysis are clearly recognized 


in both business and Navy as essential tools of management control. 


EN 





1Opavid R. Andersen, Practical Controllership (Chicago: Richard D. 
frwin Ine., 1949), p. 6l. 


LiceeNavinst. 0400.4., Op. cit., p. 4. 
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CHAPTER IT 
REQUISITES FOR PROGRESS REPORTING AND ANALYSIS 


The Objective.--"The Manager must know all that goes on, either from 
personal contact, as in the case of the small unit; indirectly, as in the 
large one. Verbal and written reports are the complements to supervision and 
control which he must know how to use." 

The objectives of a business or of the Navy are accomplished through 
their respective operating plans. It is at the point during which operating 
plans are developed and translated into budgets that progress reporting first 
becomes important to management. keporting systems provide an actual account 
of past operations as a factual basis for forecasting and developing plans 
for the period ahead. Once the operating plan and budget is complete and 
placed into effect, progress reporting then becomes important as the basic 
vehicle for management control. Unless management is furnished the informa- 
tion by which it can evaluate the progress of its plans, within the framework 
of the budget, it can have only a vague idea of the deyree to which the 
objectives are being accomplished and the plans carried out. 

The Elements of a Reporting System.--Ihe Accounting Plan.--The develop- 
ment of an accounting plan for the entity is a responsibility of the Comp- 


troller and is of fundamental importance in constructing a sound reporting 


System. It requires a thorough knowledge of operating procedures and the 


— 








lrayol, op. cit., p. 102. 
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8 
organizational structure of the entity and must be designed to reflect the 
reporting needs of the various echelons of management. 

In developing the accounting plan, the accounts must be set up ina 
manner which will clearly describe the various cost classifications and re- 
flect the effectiveness and results of operations for each responsible in- 
dividual in the organization. [It is important, therefore, that the authority 
and responsibilities of each manayement official be understood together with 
the kinds of information he requires. From this knowledge the comptroller 
can develop a system and classification of accounts that will produce the 
required information. 

To facilitate prompt and accurate reporting, the cost accounts should 
be subsiduary to the control accounts in the general ledger. By maintenance of 
cost accounts as subsiduary records, cost accuracy is assured. By classifi- 
Cation and allignment of control accounts to reflect reporting needs, reports 
can be submitted without delay at the end of the accounting period. 

Standards.--It is an accepted principle of management, i.e., the 
“Principle of Comparison," that control of operaticns is best exercised by 
setting standards of performance for each responsible individual of the or- 
ganization. The extent and type standards which have been adopted varies in 
business as in the Navy. Historical Costs, Estimated Costs, and Standard 
Costs are representative of the several types of systems found in use in both 
business and Navy today. However, there is a trend in both business and Navy 


towards greater use of standards determined by engineering studies and budget 


‘| forecasts as opposed to historical dollar cost fiygures. This is attributable 


to the fact that standard costs are based upon engineered physical standards 


and budget forecasts which define more clearly what performance "should be." 
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9 
Another reason advanced is that reports are easier and more quickly prepared 
by letting the engineered physical standards speak for themselves. In an 
article entitled “Giving Budgeting Appeal to the Foreman," Mr. Woodhead 
advocated this latter technique. He recommends the use of standards and 
reporting systems stated in terms of direct labor hours, material, supplies, 
hand tools, etc., terms the foreman uses and understands. However, regardless 
of the type standards utilized, to be effective, they must be integrated with 
the budgetary and cost systems and summarize in the same form in which results 
will appear in the accountiny records. Thus, progress reporting and analysis 
can provide integrated control data and variances therefrom on plans, physical 
accomplishment, utilization of man power, material and funds, all are common 
measurement terms. 

The Criteria for a Report.--There appears to be little agreement amony 
businessmen, the Navy and authorities in the management field as to what 
constitutes a sound set of criteria for effective reporting. It is quite evi- 
dent that differences in organizational purpose, operating conditions and 
requirements of different entities and their management officials, all necessi- 
tate a variety of reports differing in plan, arrangement and purpose. However, 
because of these differences and the apparent failure of many Comptrollers to 
recognize the need for a sound criteria in the development of report systems, 
the reporting function has many times fallen short of meeting real manayement 
needs. In commenting on this subject, Heckert and Willson in their book 
“Comptrollership" have this to say: 

It is in this field, perhaps, that the Comptroller has performed less 


successfully than in others. A great deal of the reporting done by him 
has been unsatisfactory. Facts have been poorly presented. There has 
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“Henry Woodhead, “Giving Budgeting Appeal to the Foreman," The 
Controller (July 1955), p. 326. 
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been a tendency to submit mere tabulations or schedules. Little or no 

attempt has been made to summarize, to divest or to interpret the data. 

The information must be refined and highlighted to provide the basis 

for executive action. If this is not done, the loss is double. The 

cost of preparing data is a total waste; and,the corrective action is 

not taken for lack of necessary information. 

As a representative sample of the differing views held on what should 

constitute the criteria for a good report, Heckert and Willson list fifteen 


rules for the preparation of reports. 


The “Corporate Treasurer‘s and Con- 
troller's Handbook" lists thirteen, repeating only five of those cited by 
Heckert and Willson.° A “Sec Nav Note" of 19 December, 1952, lists thirty-two 
elements to examine in evaluating reports.° From these examples it is apparent 
that there is little agreement as to what criteria should be employed in 
designing an effective repcert and this factor may be considered one of the 
basic underlying reasons why some ccntrollers have met with little success in 
the reportiny area. However, one of the clearest and best summaries of the 
requisites of an effective report is that presented by Theodore Lang in the 
“Cost Accountant's Handbeok."" In approaching the probiem, Lang identifies 


and summarizes the criteria for preparation and presentation of reports into 


four areas: 


: 





i B. Heckert and J. D. Willson, Controllership (New York: The Ronald 
Press Company, 1952), p. 387. 


4 
Ibid., pp. 387-390. 
“Mason Smith, "Internal Reports," Corporate Treasurer's and Con- 
troller‘s ilandbook, ed. by Lillian Davies (New York: Prentice Hall, Inc., 
1951), p. 806. 


SoFtice of the Secretary of the Navy, “Management Keports," Sec Nav 
Instruction, 5220, December 19, 1952. 


“npeadeds Lang, Cost Accountant's Handbook (New York: The Ronald 
Press Company, 1944), pp. 6-9. 
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(1). Economy of time and effort, i.e., on the part of the executive. 
(2). Physical make up, i.e., the question of format. 

(3). Timeliness of presentation. 

(4). Content. 


On the subject of economy and effort, Lany points out that: “An 
important consideration is that reports be constructed in such a manner, that 
the executive may keep himself informed concerning operations and costs with a 


minimum of time and effort."° In achieving this objective the guiding prin- 


09 


ciple is “one of working toward the details rather than through them. This 


means that the executive should be presented first with a summary which gives 
a quick look at conditions. These summaries are many times termed "flash 
reports” and although widely used in industry, have only recently received 
much attention in the Navy. The “Principle of Exception” underlies the con- 
struction of the summary, thus, items are eliminated which are in line with 
Standards and plans. 

In discussing the physical make-up of the report, Lang states that 


"a report well prepared makes the task of the reader easier and creates a 


wl 


psychological reaction favorable to the author of the report. He cites 


six rules of physical make-up which should be observed: 


(1). Title should be fully descriptive of the nature of the report. 

(2). Period covered should be clearly indicated. 

(3). Form should be simple and adjusted to the understanding of the 
persons for whom intended. Charts should not be employed unless the 
persons for whom the report is intended fully understand their use. 

(4). Column headings and legends should be clear and concise. 

(S). Whenever possible, reports should be made visual; i.e., be 
prepared in the form of charts, graphs, diagrams etc. 

(6). Data should be arranged in a manner which best facilitates 
reading and a quick grasp of their significance. 

(7). Present the Summary findings first. Details supporting the 
Summary should be available. l 
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l2 
In examining the subject of report timeliness, it has already been 
seen that timeliness is one of the most important ingredients for successful 
reporting and control. Operating officials need information that makes 
correcticn possible while the work is being performed. In considering the tine 
element of a report, Lang recommends these fules: 

(1). Whether reports are on a monthly, weekly or daily basis, they 
must cover a period adequate to the needs of the person receiving. 

(2). Reports must be accurate, prompt and up-to-date. 4° 

In considering the elements which should be considered in determining 

proper report content, the Principles of "Uniformity," "Comparison," and 
"Exception" are all apparent in the rules set forth by Lang: 

(1). A report should confine itself to significant facts. For 
example, labor is the largest element of controllable cost in coal mining; 
whereas in the flour milling or brewiny industries, material usage and 
product quality must be stressed. 

(2). Reports should be in form of comparisons. 

(3). Reports should be comparable with preceeding periods. 

(4). Reports should indicate variations in costs and operating results. 

(5). Reports should indicate areas where efforts should be put forth 
to effect improvement in operations and reduction in costs. 

(6). Reports should be presented in such a way that responsibility 


for results indicated therein can be placed immediately and without 
question. 


The Classification of Reports.--To properly communicate facts to 
management, there must be a clear understanding of the purposes, applications 
and limitations of the various type reports. To achieve this end an arrange- 
ment or Classification of all reports by purpose aids understanding and 
facilitates the development and maintenance of a comprehensive and well balanced 
report structure. Report classification also points up possibilities of refine- 
ment and improvement. It further points up duplications, weaknesses and 


underdeveloped areas in the report structure and facilitates analysis inter- 
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13 
pretation and maintenance of control over the reporting system. 

While reports may be classified in a variety of ways there are certain 
distinctions, either in purpose or in application which should be recognized. 
In examining the principles of control and reporting, it was seen that all 
figures and reports issued for purposes of control must be in terms of the 
Organization structure. In classifyiny reports, normally three levels of 
management are recognized. In business there are the Minor Executives, the 
Intermediate and the General Executives.!4 In the Navy they are the Shop or 
Division Supervisor, the Department Head and the Commanding Cfficer. Reports 
for the General Executives and the Commanding Officer reflect overall opera- 
tions. They are of necessity broadest in scope and as far as possible, 
summarized and condensed. keports for intermediate executives and depart- 
ment heads reflect their respective spheres of authority and responsibility. 
Reports for minor executives or shep or division supervisor are detailed in 
Character and emphasize the details of their every day operations. 

In classifying reports for the several levels of management, distinc- 
tion should be made between Operating and Financial reports. Operating 
reports concern themselves with the results of overall operations or with the 
operating resuits of a segment of the entity. Financial Reports deal with 

udgetary status, costs of operaticns and the financial condition or perfor- 
ance of the entity and its segments. 

Operating Reports are better understood when classified into Control 
feports and Information Resents:* Control Reports are the reports which pro- 


ide management direct operating control over the entity. Information Reports 
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14 
cover any phase of the entity and are normally employed by management for 
planning and policy determination. 

Control Reports normally separate into sub-classifications Current 
Control Reports and Summary Reports. In the former classification are found 
overall workload reports measuring plans against actual operating performance 
for General Executive or the Commanding Officer. Another type of Current 
Control Report is that furnished the department head or the shop or division 
supervisor; or, in business, the intermediate or minor executive. Here again 
the principal characteristic of this type report is that of recording devia- 
tions from planned performance in order that prompt corrective action may be 
taken by operating management. 

Summary Reports, the second sub-classification. of Control Reports, 
usually summarize deviations from plans over a period of time as a check on 
Current Control Reports and the operating effectiveness of responsible 
officials. This type report is normally designed for the first two levels of 
management and presents a period analysis and summary of deviations from 
Standards or plans and the effect of these deviations on budgeted rates. 

Information Reports, developed for management planning and policy 
determination constitute the second major classification of Operating Reports 
and cover a variety of subjects and operations. However, they are usually 
classified as to the “method of approach" or by the "area" or "subject" 
covered. In this first classification, reports may be grouped as to whether 
they are trend or analytical. ‘Trend reports are normally analytical comparisons 
of the same function or activity over a period of months or years. Analytical 
reports also provide horizontal or cross sections comparisons of performance 


over the period. The comparisons may be against standards, system or industry 


‘i 
oe ee eer Te TiC ee te 
















eowws& .mdcetlLilertheuee Get epeeger qlimew eryvoes Aeemedd 
eo) oye ehameLileeelo Teeedd ot) 6] cee etree cee eorerme fee : 
ot Lew celamnes Jeeene (0Geee conte gebtheee core) Geoltrom Sls 


ae! be eee vega reetih Ve cedhwweeet até 20 we bawene 4b ome 


iaseis = wae “a79068 ts ah See dae | abe Lo sae 





ne + re 1. ve ~w 206 Uemert oar b lly & omvred ol . we a 


jek e-toeeoet bo att ol comets ome €lée 46 ot (ebawmewredy 4 


yt AF s OFT Me cee Teme Ob SureeEe eee ecmeddy 





(4) cewoe (corraee beth ieel Siewedsches Ceres 8) adel 

> cee 6 oe bg we feed © fone awed care) bed sei ee mt 1 ion 
asic cng Ay comets Ine bod Rbevege eld Mau scy0qem (omldal Meg 

eises( sei yoedl Gt) ay) domed ae ae 0d rye ek ED ote 





ae weebaduvab We commmery bee shyt Gorge? 9 ineeere tre 
wee 5 -~ «© Oe ee wel! te | SPO Ot ber teeny OP fT 
61 fee eel fee TP Portier | tl eteee Gereereens 


oe 6 ee oe = ere ace (ww ess custlatere = Jas0bs: 









i\.ioné) O79 ett peor fet pee at ote & uabwr © TO 


az 





“Se” = “een 7 “Srey 2° oon! ren Since e+ Orbe 
pti 18 Te metevy os te ko murice svetlooeiliowele rerbl Ghatad 
a ee ee ee ee ee 
Tt ee) ee 


eee, 69 Cees okie fOels be ir Liat Pe ree) Ate nr 


pr oh eee i el os be el a bet vim el | 


15 

performance or past performance over a period of months or years. The second 
classification, by Area or Subject or Activity, is more comprehensive in 
scope. Under Area Reports are grouped all reports and analysis treating with 
the activities under the supervision of a sinyle responsible official. A 
secondary classification of Area Reports encompasses all reports which reflect 
combined functional type operating results that are not controlled by a 
single official. 

As we have seen, Financial Reports comprise the second major classifi- 
Cation in the report structure. In a business, the balance sheet is the 
basic financial statement, and all other financial reports are supplementary 
to or derived from it. In the Navy, the basic financial statement is the 
Budgetary Status Report, although balance sheets and related statements are 
periodically prepared for overall Navy and are also employed in connection with 
Navy business-type operations. However, in both business and Navy alike, 
financial reports are best understood when grouped into four basic classifi- 
cations: Static Reports, Dynamic Reports, Effectiveness Reports and Status 
Trend Reports. !° 

The Static Report classification groups those reports which reflect 
the financial position or strength as of a given date. In the Navy, such 
reports reflect the status of committments, obligations and expenditures as of 
a given date. This type report prevides a bench mark for management evaluation 
of funds utilization and the activities’ current financial position and status. 
As we have seen, the counterpart of this type report in business is the bal- 


|| ance sheet, usually augmented by a Statement of Source and Application of Funds. 
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The grouping of all Dynamic Reports comprises the second classification 
of Financial Reports. This type report provides financial control through 
measurement, analysis, and interpretation of financial performance against 
budget plans. Since financial repcrts and operating reports must be inter- 
related for effective management control, the majority of financial reports 
are of this type. Dynamic Reports relate directly to budgetary plans and 
have their counterparts in the various type current Control Reports earlier 
described. 

Effectiveness Reports make up the third classification of Financial 
Reports. This type report relates, usually in terms of ratios, the effective- 
ness of funds utilizaticn to value received as the basis for management plan- 
ning and policy determination in such areas as program effectiveness, inventory 
investment, manpower, equipment and other resources utilization. 

The fourth and last classification of Financial Reports is the Status 
Trend Report. This classification groups those reports which measure finan- 
cial trends of functions, activities or groups of activities over a period of 
months or years. It provides management a financial measure ci lony term 
progress and trends. 

Control Over Reports.--In business and in Navy alike, reports must be 
controlled if the report structure is to be maintained in balance with the 
needs of the various levels of management. In dynamic organizations, a report 
system tends to pyramid. Unless some form of control is developed and main-~ 
tained, excessive numbers of reports overlap, duplication and the reporting 
\\of useless information characterize the system. 

To establish an effective system of reports control, authority over this 


function is usually centered, in business and Navy alike, in the comptroller's 
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organization. Althouyh methods and techniques of control vary from organiza- 
tion to organization, they usually embrace the following elements: 
First, a perpetual inventory of all reports should be established and 
maintained. Usually the inventory record is arranged by report 
classification, cross referenced to an alphabetical index for ease 
in use. 
Second, periodic and regular reviews should be made with the appro- 
priate operating official to determine if the need for the report still 
exists. These reviews should also determine whether the report is in 
proper form and is meeting a real management need. This review may 
be conducted as a part of a regular manayement survey or internal 
audit or it may be conducted by the individual charyed with the respon- 
sibility for reports control. 
Third, the reports control representative should periodically and 
regularly reconcile and cross check each report and report classifica- 
tion as a basis for consolidation, elimination or discovery of 
deficient reporting areas. 
Finally, to maintain the integrity of the control system, requests for new 
reports should be reviewed by the reports control representative. This re- 
view should consider the purpose and need for the requested information; 
whether the data is already available in suitable report form; the period 
over which the information will be required; where and how the required data 
will be prepared; the format, content and manner of presentation, or other 
pertinent data. Newly approved reports should be introduced into the per- 
petual inventory control records. Like every other element of the organization, 


reports must be controlled if the system is io be effective. 
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CHAPTER ITI 
ANALYSIS AND INTERPRETATION 


The Objective.~--Among the primary responsibilities of comptrellership 
are the functions of summarization and evaluatien of financial plans and the 
measurement and analysis of program performance as the plans operate. While 
a sound reporting system prevides the basic means for exercising these 
responsibilities, reports must, in nearly all cases, be analyzed and inter- 
preted if they are to be effective for management planning and control pur- 
poses. In the words of Frank Wallace, “reports essentially are communications 
to other executives; analysis and interpretation completes the communication 
and insures understanding."! 

Analysis Defined.--Webster's Dictionary defines analysis as: "The 
separaticn of anything into constituent parts or elements; also, an examination 
of anything to distinguish its component parts, separately, or in their 
relation to the whole." Analysis involves, then, the breaking down of 
objectives, plans and programs into identifiable areas of performance. It 
includes the comparison of actual performance in each of these areas against 
forecasts, plans, budgets and standards for management control purposes. It 


also measures the status and trends of these same identifiable areas for 
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lrrank Wallace, "Analysis and Interpretation of Business Results,” 
Corporate Treasurer’s and Controller’s Handbook, ed. by Lillian Davis, (New 
York; Prentice-Hall Inc., 1950), p. 840. 


“a. Merriam Webster, Webster's Collegiate Dictionary (Springfield, 
Massachusetts: G. and C. Mirriam Co., 1944), p. 33. 
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management planning and policy determination purposes. In all of these com- 
parisons, the analysis process must recognize out-of-line conditions or trends, 
identify causes and interpret and present the significant facts for management 
action. 

The Program for Analysis.--Objectives and Plans Analysis.--The test of 
the effectiveness of any organization is the extent to which it is achieving 
its goals and objectives. For the analyst to interpret and report the degree 
of success achieved, management must clearly define the objectives of the 
organization and develop the plans and programs necessary for their attainment. 

In a typical industrial enterprise, the objectives of the entity are 
usually concerned with the ultimate size of the business, the profit goals, 
and the nature of the products to be produced.” On the basis of the goals 
established, long range forecasts and plans are developed setting forth 
capital facilities, working capital and other requirements necessary for their 
achievement. From forecasts of the general level of economic activity, the 
price level of the industry of which the entity is a part and other conditions 
that will limit the general activity of the business, annual operating fore- 
Casts and plans of action are prepared and translated into budgets. The 
system of financial planning, to be of maximum usefulness, should culminate 
in a forecast of sales and profits, a forecast of working capital requirements 
and cash resources and capital-expenditure budgets, together with statements 
which show the planned operating performance and balance sheet condition. Thus, 
the first step in the analysis process is to test and evaluate these relation- 


‘| ships. 
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3, H. Scaff, “Financial Planning--Long Term Forecasting," Corporate 
Treasurer's and Controller’s Handbook, ed. by Lillian Davies, (New York: 
Prentice-Hall Inc., 1950), p. 54. 
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Not one of the various parts of a business operation can remain out of 
phase with the others very long if the enterprise is to function effectively. 
Production must be scheduled to meet sales demand, the amount of materials pur- 
chased must reflect production needs, in fact, any limitation of the activities 
in one part of the organization will have the ultimate effect of curtailing 
other processes. Hence, the analyst must assure that scheduled plans of 
action and their related budgets are consistent with each other and with the 
‘program as a whole and that the statements of planned operating performance 
and financial condition adequately reflect the objectives and plans of manaye- 
ment. 

As the plan operates, the analyst must also measure proyress ajainst 
plan, determine and evaluate any significant variations and provide manage- 
ment with the facts necessary for decision and corrective action. The analysis 
should point up for manayement the significant problems that have occurred or 
are in process of developing and the projected import of these developments 
on other parts of the business. The analysis should also focus attention on 
the causes and sugyest remedial action necessary to bring operations in line 
With plans. 

In the Navy the financial planning process is much the same. The 
objectives and long range plans of the Navy are set forth in the "Basic Navy 
Mobilization Plan." Short range objectives and operating plans for the Navy 
are published annually by the Chief of Naval Operations in the "Basic Naval 


a 


Establishment Plan.” This plan sets forth annually the planned level of 


Operations for the Navy, its strength, deployment, ship overhauls planned, 


‘office of the Chief of Naval Operations, "Navy Planning System," 
OPNAV_ Instruction 3030.1, December 23, 1950. 
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number of hours to be steamed, aircraft hours to be flown, aircraft overhauls, 
manpower levels, and other pertinent operating data. These factors become the 
basis for the annual operating plans and budgets of the Management Bureaus, 
Offices and other elements of the Navy. In translating these planning factors 
into operating programs and budyets, wanayement bureaus and offices plan each 
year not only what will be required to support the Navy during that year, 
but also those additions necessary to meet long range mobilization planning 
needs. As in industry, the role of the analyst, at all levels of review, is 
that of relating budgetary prcegrams to short and long range plans and objective 
and testing and confirming these relationships during the budget formulation 
process and as the plan operates. 

Planning Factor Analysis.--Planning factors, or the external factors 
which govern the general activity of the organization, provide the basis for 
program planning and budgetary development and constitute the second area of 
the analysis program. In the Navy, for Management Bureaus and Offices, they 
are the number of ships, aircraft, personnel, etc., expressed in the annual 
operating plan. In industry, they are the factors used in developing economic, 
commodity and entity sales forecasts. Based upon statistical correlations or 
either established techniques, known relationships are established between 
planning factors and the operating program of the entity. For example, the 
past volume of production of an industry can correlate directly with the Gross 


National Product.” 


When such a relationship exists, the future volume of 
production in this industry may be estimated by extending the trend of past 
relationships of that industry's production to the Gross National Product. 


Representative of the effectiveness of this technique is the experience of one 
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SIbid., p. 65. 
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firm which has been able to forecast its physical sales volume within a 

margin of error of less than two percent over a period of ten years.° In the 
Navy similar correlation techniques are employed. For example, the per capita 
consumption of provisions correlates directly to the manpower levels of the 
Navy. Thus, given any future strength of the Navy, the quantity of provisions 
required and the workload of the Navy Supply System in procuring, storing and 
distributiny provisions can be determined. Similar correlations exist for 
Other categories of material supply. However, as planning factors and pro- 
grams relationships are subject to change, this second step in the analysis 
program is that of testing and confirming program and planning factor relation- 
ships during the planning process and again as the preyrams operate. 

Program Analysis.--As has been seen, a budget is a plan of operations 
for a future period stated in financial terms. The preparation of the overall 
operating plan and supportiny budyet is based on the premise that the trans- 
actions and operations within an organization are interrelated--that is, if 
some part of the plan can be taken as a starting point, the rest of it may 
be established either directly or indirectly with a fair degree of certainty. 
In an industrial enterprise if the physical volume of sales can be forecast 
with reasonable accuracy, the sales budgets and the production and inventory 
budgets necessary to sustain the planned sales volume follow. From the 
production budget, the direct materials, labor and machine hours budgets are 
scheduled on the basis of pre-determined standards. Direct-indirect labor 
budgets, utilities budgets and indirect supplies budgets relate indirectly 


but are also planned on the basis of the production volume forecast. Unlike 
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Ow. J. Vatter, Managerial Accounting (New York: Prentice-Hall Inc., 
1950), p. 129. 


Ibid., p. 112. 
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23 
the manufacturing departments, the workload of the staff and service depart- 
ments do not vary in line with changes in production workloads. Thus, it is 
necessary to estimate, Gn an individual departmental basis, the workload each 
staff er service department will be called upon to carry. In a similar manner, 
selling expense, advertising expense, administrative expense and other operating 
and non-operatiny income and expense budgets are developed. From these budgets 
are developed summary schedules of operating charges and operating income and 
the related plans for personnel staffing and other resources necessary to 
carry on the planned operations. Combined, these schedules form the planned 
Operating Statement. for the period. Similarly, cash collections and disburse- 
ments combine to form the cash budget. Included in the planned cash disburse- 
ments budget are the sums necessary to support the capital expenditures pro- 
yram. These schedules, together with other data, combine to set up the 
planned balance sheet for the end of the budget period. Thus, as has been 
earlier seen, the overall budget is a combination of all of these proyrams 
and provides a complete set of manayement plans for the period expressed in 
terms of the operations to be performed and the goals to be attained. Thus, 
the next step in the analysis program is that of analyzing and comparing the 
various departmental programs and budgets in terms of their component parts. 
Analysis should confirm that proyram scheduling is consistent with planned 
deadlines and the policies of the enterprise. Further, the analyst must also 
establish that standards and workload factors employed in developing direct 
labor, direct material, machine utilization, and other resources requirements 
are sound and that seasonal, price, waye rate and other trends as forecast are 
properly reflected in departmental schedules and budgets. Finally, the depart- 


mental plans as “fitted” and summarized into the Profit and Loss Statement and 
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24 
Balance Sheet must be analyzed as to the expected profit showing and the effects 
of the budgeted operations upon asset and liability accounts and the capital 
structure. 

In the Navy, budget formulation and program analysis is based upon a 
set of budyetary principles which are quite similar to those employed by in- 
dustry. Here again, a budget is a plan of operations for a future period 
stated in financial terms. Like industry, the preparation of an operating 
plan and supporting budget is based upon the premise that if some part of the 
plan can be taken as a starting point, the rest of it may be established 
either directly or indirectly. As an example, in the Navy Supply System, the 
number of ships, planes, men, etc. set forth in overall Navy Operating Plans 
determines the workload for each supply distribution system, e.g., provisions 
supply system, ships parts supply system, aviation supply system etc. The 
summation of the workloads of the several systems, expressed in common work- 
load measurement terms, establishes the overall workload of the Navy Supply 
Distribution System for the period ahead. This workload is then related to 
the various functions to be performed by the supply system in carrying out 
the planned workload i.e., storage, packing, traffic, stock control, inventory, 
issue control, etc. These functions correspond to the oryanization elements 
of the supply activities performing the work. Based upon a system of work 
measurement reporting, the projected functional or departmental workloads are 
translated into the direct and indirect labor requirements for the period 
ahead. Material and overhead requirements are computed on the basis of past 
experience ratios. As the account structure is designed to accumulate costs 
for the same functional and sub-functional areas covered by work measurement, 


unit costs are developed from the cost and work measurement reporting systems. 
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he budget formulation process thus becomes one of formula computation i.e. the 
unit cost projected times the budget year workload forecast equals the planned 
budget year total cost 2 Thus, as in industry, the next step in the analysis 
program is that of analyzing and comparing the various functional programs and 
budgets in terms of their component parts, both during the formulation process 
and again as the program operates. 

Cost Analysis.--In formulating production department budgets ina 
typical industrial enterprise, estimates are normally based upon standard costs 
which should reflect the best judgment of production manayers as to what costs 
“should be” if the plant were operated with a high degree of efficiency. 

Before a detailed analysis can be made, it is necessary to distinguish be- 
tween the two groups of standards; i.e. price standards and quantity standards. 
For each element of cost, whether direct labor, direct material or overhead, the 
variance between actual and standard is explained by either quantity or price 
differences or both. Under a system of standard costs, engineering specifi- 
Cations are used as the basis for establishiny quantity standards for material 
and time standards for labor, while budget forecasts are used to determine 
material price standards, labor rate standards and overhead standards. The 
estimated production for the budyet period is also important as it is the 
factor used in determining the standard overhead rate for the period. In 
formulating production department budgets, standards are generally developed 
to show estimates for each element of cost, for each production center, for 


each operation and in some enterprises, for each machine.’ To facilitate the 
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Ost atement by Commander W. B. Durant Jr. (SC) USN, Project Manager for 
supply, Office of the Comptroller, Bureau of Supplies and Accounts, February 
14, 1956. 

4 G. Blocker, Essentials of Cost Accounting (New York: McGraw-Hill 
Book Company, Inc., 1950), p. 278. 
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26 
reporting and analysis of variances, the account structure is designed to 
record variances between actual and standard performance by type, i.e., by 
material price variance, material quantity variance, labor wage variance, 
labor time variance, and overhead expense budget, idle capacity and production 
efficiency variances. 2° 
As the plan operates and production goes forward, variances between 
standard costs and actual costs, by type, are computed and reported for 
analysis and Corrective action. With variances reported in this fashion, the 
interest of the analyst can be centered on determination of cause and the 
necessary corrective measures which should be taken by operating management. 
Causes of direct material, direct labor and overhead variances are 
varied. However, the “Cost Accountant*s Handbook" provides an excellent 
resume of the factors which the analyst must examine in establishing causes 
of operating and cost variances: 
A. Causes of Direct Material Variances: 
1. Price Variances Sources 
a. Changes in Market price. 
b. Improper purchasing policies. 
(1) Changes in purchasing policies. 
(2) Wrong quantity. 
(3) Wrong quality or grade. 
c. Errors in recording. 
2. Usage Variance Sources 
a. Changes in design of product, machinery, or tools. 
b. Changes in methods of processing or fabricating. 
c. Excess spoilage or waste in production. 
d. Losses in storaye through spoilaye, theft, waste. 
e. Damage during handling. 
f. Too riyid inspection. 


g. Errors in accountiny charges. 


B. Causes of Direct Labor Variances: 


tinal 














1Oinid., p. 298. 
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Rate Variance Sources 

a. Wage rate changes. 

b. Change of payment plan. 

c¢. Change in grade of labor used. 
d. Clerical errors. 


Time or Efficiency Variances 

Selection of workers. 

Training of workers. 

Frequency of change-overs. 

Labor turnover. 

Incentive waye payment plan. 

Working conditions. 

Working hours. 

Honesty among workers. 

Selection of machines and tools. 

Changes in design of product. 

Changes in machinery, tools, or methods of production. 
Adequate accounting or production records. 


bm ee ete OCD LO OO 


C. Causes of Overhead Variances: 


Ll 


Spending Source Variances 

a. Using wrong grade of materials. 

b. Using wrong grade of labor. 

c. Failure to get most favorable terms in buying. 
d. Changes in market price. 


Efficiency Variance Sources 

a. Waste of material. 

b. Inefficient labor performance. 

c. Failure to curtail usage of materials and services to 
correspond with out-put level. 


Utilization Variance Sources 
a. Controllable Causes 

(1) Employees waiting for work. 
(2) Avoidable machine breakdown. 
(3) Lack of operators. 

(4) Lack cf tools. 

(5) Lack of instruction. 
Non-controllable causes 

(1) Decrease in customer demand. 
(2) Calendar fluctuation. 

(3) Excess plant capacity.! 


ao 


In the Navy, standard cost systems have not as yet been widely adopted 


for use by Navy industrial-type and commercial-type activities, although during 
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li ang, © op. cit., pp. 17-35. 
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recent years a growing interest in this type control has been evidenced. !¢ 
hus, except for a few installations where standard cost systems are in process 

of development, standards for performance evaluation have been developed largely 
through use of historical costs or work measurement systems. Under a Navy 

work measurement system such as that employed by the Bureau of Supplies and 
ccounts, work performance is measured on the basis of group effort. At 
functional and sub-functional levels, units of measure are selected which best 
describe the workloads performed. Actual work units completed are tabulated 
Statistically and reported by the various oryanizational units as of the end 

of each month. Productive and non-productive man hours and functional costs 

are assembled from job order reporting systems which are integrated with work 
easurement functional and sub-functional areas. Together, productive man 

hours and work units completed, provide the functional production rate of the 
rganization unit. By statistical evaluation of functional production rates 

over a period of time, performance standards are developed: On the basis oi 

Standards and unit costs, operating plans and budgets are developed, against 
hich operating performance can be evaluated. Here, as in industry, variances 

between standards and actual performance are computed and reported for 

ll action. In this area, the Navy analyst finds himself confronted by 


ssentially the same causes of operating and cost variances as his counterpart 









in industry. It is also in this area that the analyst makes his greatest con- 
tribution to cost control. 
Special Analytical Studies.--Another primary responsibility of comp- 


rollership lies in the area of special analytical studies. In commenting on 
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le vartin E. Finney, "Standard Cost Accounting Concepts and Principles,” 
avy Comptroller Review, Vol. III No. 4, April 1956, p. 6. 
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29 
this function, Frank Wallace points out: 
That the comptrollers’ most creative work is in special studies. Here he 
has opportunity to make substantial contribution to company policies and 
to influence his company‘s fugure. He is in the unique position of 
observer of all company activities and he has the vital statistics under 
his control. : 
Recent years have seen increased recoynition of this responsibility and the 
addition of new analytical skills and techniques to the Comptrollers’ Staff. 
In the area of probability control, the statistician has introduced his methods 
and techniques of control to service, products and performance, particularly 
in the area of quantity and quality control. In the area of operating fore- 
Casts, the economist has applied his knowledye of national economic conditions. 
Finally, and one of the most recent additions, is the mathematician and the 
application of his skills in the areas of mathematical programminy and 
“operations research." 

Interpretation.--However effective the reporting systems and the work 
of the analyst may be, unless the significant facts concerniny operating 
performance and financial conditions are presented to manayement promptly and 
in a usable form, these efforts are negated. While there are many ways of 
presenting an analysis and interpretation to the level of manayement concerned, 
the technique should be tailored to the nature and complexity of the material 
to be presented, the interest of the executive concerned and the action needed. 
The methods employed in both Navy and Industry, include written reports, verbal 
presentations and combinations of written and verbal presentations. 

Written reports to management vary from brief analytical tables and 


charts to detailed and complete narratives. In the latter, most levels of 


Management will rarely take the time to digest a detailed and lengthy document. 
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ISwallace, op. cit., p. 841. 
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30 
While the short report is preferred by most, it may omit necessary detail. 
However, the proper balance in report length must depend upon the complexity 
of the subject, the desires of the individual concerned and the manner of 
presentation. The written report has the advantage of convenience in that it 
may be read at the convenience of the user althouyi there is the danyer that 
the reader may not fully comprehend sets of fiyures or words chosen to explain 
a given Situation. The written report has its greatest effect when it is 
preceeded, accompanied, or followed by a verbal presentation which yives force 
and meaning to the important points. 

Among the most commonly used types of written reports are current 
control and dynamic financial reports, analytical reviews of progress over 
periods of time, narrative reports covering an area of performance or respon- 
sibility and informational or effectiveness reports providing broad coverage 
of operating and financial trends. (Refer page 13 for complete classification). 

Verbal presentations offer yreater flexibility, and meaning than 
written reports as individual reactions can be studied and the presentation 
adjusted in length or emphasis. Clarification can also be provided when needed. 
The greatest disadvantage cf a verbal presentation is the inability of “people” 
to understand and retain all of the facts presented. To facilitate under- 
Standing, verbal presentations are usually augmented by charts, yraphs, 
illustrations, projections on a screen or other visual aids. An example of 
this type presentation is the "Chart System" employed by the E. I. DuPont de 
Nemours Co.!4 this system utilizes charts and tabulations for presertiny data 


||pertinent to the performance of each operating investment of the Company to 
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14> og. Davis, “How the DuPont Organization Appraises its Performance," 
American Manayement Association, Financial Series, Nu. 94, 1950. 
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31 
the Executive Committee. The charts used by the Executive Committee do not 
displace forecasts, budgets or operatiny reports but are used by the Committee 
in reviewing with a general manager the operations of his department. Once 
each month the Committee reviews charts, the schedule being such that the 
charts for each department are reviewed no less than once every three months. 
For each of these series, the results of operations for the current year are 
shown ayainst a backyround of exactly the same data for the ten preceeding 
years and the forecast for the ensuiny twelve months. In addition to the 
Executive Committee Chart Series, charts are also used by DuPont at “practically 
all levels of manayement--for every conceivable thing--to draw the interest 
and the attention of the persons whose judgment and decision we desire and 
need."!9 The effectiveness of the chart system in presenting data to manage- 
ment is best illustrated by the fact that the DuPont Company has used this 
system since 1919 and that it has been widely adopted for use in both industry 
and in the Navy. 

Conclusions.--In the Navy, increased emphasis upon the development of 
advanced techniques in the area of financial management came with the passaye 
of Title IV of the National Security Act Amendments of 1949. The Navy was, 
however, fortunate in that, for a number of years prior to the passaye of this 
Act, the importance of fiscal management had been recoynized and many advances 
had been made in the fields of industrial and commercial type accountinj. 
While these advances greatly facilitated adoption of the provisions of Title IV, 
the establishment of comptroller organizations has placed increased emphasis 
‘|| on improving policies and procedures in the area of financial manayement, 


particularly with regard to the functions of progress reporting, analysis and 
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32 
interpretation. 

As a result of this study, there are certain basic points which stand 
out. First: Significant progress has been made by the Navy to date in the 
areas of reporting, analysis and interpretation. This progress can be 
attributed to a larye degree to the fact that the principles and methods 
adopted, closely parallel sound and proven business practice. Second: Report- 
ing, analysis and interpretation should never be regarded as a magic means 
of curing all weaknesses in the manayement process. Properly implemented and 
employed, these functions can, however, provide the most effective sinyle 
means of securing and maintaining control over all levels of the organization. 
Finally, refinement of reporting, analysis and interpretation techniques must 
be a continuing process and these functions will, because of their nature, 


always remain one of the foremost responsibilities of the comptroller. 
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